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TABLE I 


Official Exchange Rate: US $1l=LS 1.30 
(used for petroleum,wheat, sugar and pharmaceutical 
imports and for debt repayment) 

Legal Free Market Rate: US $1.80 
(Jan 84; used for most imports and calculating 
business taxes) 


Unofficial Free Market Rate (black market): US $1=LS 2.00(Jan 84) 
Per Capita GDP: $364 (82/83; official exchange rate) 

Population: 22 million, growth rate 2.8% 

Fiscal Year: July 1 - June 30 


Production and Income: 80/81 81/82 


GDP, current factor cost 10860 9938 
(millions of dollars) 
Real GDP percent change +4.6 +4 .6 


Selected Components of Real GDP (percent change): 


Agriculture 3.Z 
Manufacturing 

Construction 

Commerce and Hotels 

Transport 

Finance and Real Estate 

Investment Services 


Production: 


Cotton (000 MT) 
Sorghum (000 MT) 
Peanuts (000 MT) 
Sesame (000 MT) 

Gum Arabic (000 MT) 
Sugar Cane (000 MT) 


Trade and Balance of Payments: 
(millions of dollars) 


Exports 
Imports 
Current Account 


Trade with U.S.: 
(millions of dollars) 


From U.S. 
To U.S. 


Money and Prices: 


Money (percent change) 

Net Claims on Private Sector 
(LS millions) 

Net Claims on Public Sector 
(LS millions) 

Cost of Living Index 
(percent change) 





Summary: Despite continued improvement ‘in the productive sector in 1983 

the Sudanese economy stalled. The main reasons were low international 
prices for much of Sudan's agricultural produce and depressed commerce 
caused by credit and import restrictions. The country's financial situation 
is still characterized by heavy foreign debt, a large trade deficit, and 
high inflation. Sudan implemented an IMF recommended reform program, but 

it has far to go to solve chronic economic difficulties. 


Relations between the U.S. and Sudan remain close. Sudan encourages 

foreign investment with concessions and has offered relative political 
stability for a decade. Outside of petroleum, however, American investment 

in Sudan is small because of foreign exchange and infrastructure disincentives. 
USAID continues to finance the bulk of American exports to Sudan with emphasis 
on wheat and capital goods, particularly agricultural equipment. Other sources 
of finance open to American exports include the World Bank and various Arab 
Funds. A joint Sudan-U.S. Business Council, which meets annually, promotes 
investment and commercial ties between the two countries. 


Recent Economic Performance: The Sudanese economy showed negative growth of 
-2.7% in 1982/1983. This reflects primarily reduced production of sorghum 
(-43%), peanuts (-37.6%), and sesame (-22.3%). Fearing a repeat of last 
year's excess of cereals and certain grains, farmers reduced acreage and then 
suffered drought in rainfed agricultural areas. Sluggish trade stemming 

from recent tight credit restrictions also depressed GDP figures. Neverthe- 
less, the basis of Sudan's productive economy grew sounder, with the recision 
of disincentive legislation and with a switch in investment priorities to the 
rehabilitation of the agricultural sector. 


Sudan's export revenue increased 22% to $590 million due largely to gains in 
cotton and livestock, the country's principal exports. At one million bales, 
cotton production approached the peak years of the early seventies with export 
revenues jumping 58% to $186 million. This continued improvement in cotton 
production is the result of reforms that the government has introduced over 
the past two years stressing producer incentives. (In the late seventies and 
early eighties government mismanagement and neglect had depressed cotton 
production to its lowest level in 25 years.) Because of technological innova- 
tion making medium staple cotton more desirable to world buyers, Sudan has 
begun a shift away from long staple. 


Export revenues from livestock climbed 33% to $126 million. The principal 
importer is Saudi Arabia. The Saudis banned cattle imports from East Africa 
following a rinderpest outbreak in western Sudan, but since sheep and goats 
constitute the bulk of Sudan's livestock exports, revenues were effected only 
slightly. Should rinderpest spread to sheep and goats, Sudan's economy would 
suffer. 


Despite lower overall production, export revenues from sorghum and sesame held 
steady at $85 million and $47 million, respectively. Gum arabic increased 
slightly to $47 million, but groundnut (peanut) income fell over 56%. Manu- 
factures--principally textiles and food processing--grew modestly, but not 
enough in view of the vast investments made during the seventies. 


Sugar production soared 30%, slashing a major import item and creating the 
prospect of exports in two years. Success in the sugar sector stems from the 





rehabilitation of the Kenana project under American management and large 
Arab loans to state-owned estates. 


Despite the rise in export revenues and a 6% decrease in imports, Sudan 
suffered a high trade deficit of $1,115 million. Leading imports remain 
petroleum (25%), machinery and transport equipment (28%), manufactured goods 
(19%), and chemicals (10%). Many of these imports were financed by funds 
from Sudanese working abroad and short-term, high interest supplier credits. 


Financial Problems: Despite continued improvement in the productive sector 
and trade, Sudan's financial position worsened. External arrears swelled 
from $8 billion to nearly $9 billion, largely because of short-term, 
expensive petroleum purchases last fall. The balance of payments gap exceeds 
$600 million. (Without donor financing and debt rescheduling, the balance 

of payments gap approaches $1 billion). Lack of foreign exchange impedes 
business and acquisition of vital consumer items. In the past 12 months the 
pound dropped from $1=LS. 1.60 to over $1=LS. 2.00 on the unofficial market. 


In 1982/83, tight budget control enabled Sudan to reduce the deficit 5% by 
holding expenditures to a 4% increase (a significant decrease in real terms) 
and by boosting revenues. In 1983/84, however, the domestic budget situation 
will worsen with the deficit leaping 52% to LS. 864 million, largely due to 
growing debt service obligations, allocations to regional governments and 
reduced tax revenues from imports. The development budget--concentrating 

on agriculture, energy, and mining--will grow 21% but not as fast as inflation. 
Sudan hopes to raise revenues through improved collection procedures with 
limited increases in tax rates or introduction of new taxes. 


The Government planned 1982/83 inflation at 15 percent, but the actual rate 
was about 35 percent. (Inflation the previous year was 40 percent). Around 
mid-year the Government cracked down on credit after realizing that the growth 
of money aggregates had been excessive. The credit restriction measures 
dampened inflation towards year's end but also depressed production and trade. 
If the tight credit policy holds into 1983/84 official inflation should be 
substantially lower but significant trade may move to the black market. 


Economic Policy Development: Sudan pursued its reform program launched in 
1981. In November 1982 the official rate for the pound was devalued from 
$1=LS. 0.90 to $1=LS. 1.30. Following devaluation of the official rate, the 
free market rate, used for most imports, also rose. In order to conserve hard 
currency, the Government has promoted nontraditional exports and banned 39 
consumer imports such as automobiles, air-conditioners, and videos amounting 
to roughly 12% of total imports. Budget subsidies for wheat, sugar and 
petroleum products have been eliminated through substantial price increases. 
To improve efficiency and government ability to maintain the foreign ex- 
change situation, the Government expanded the legal, free foreign exchange 
market to include the banking system. To curb inflation, the Government 

has imposed a credit ceiling on banks, forbidden interbank loans, and expanded 
the authority of the central bank. However, a two year old pledge to 
privatize parastatals has made little headway beyond a few cosmetic changes. 
Indeed, a major new parastatal, the Military Economic Board, has entered the 
scene. 





A prime motivation for recent economic policy changes in Sudan is an 
International Monetary Fund Standby Agreement. A three-year Extended 
Fund Facility (EFF) initiated in 1979 collapsed after two years because 
of a worsening economic situation and the inability of Sudan to meet 
conditions. To replace the EFF, the IMF provided Sudan in 1982 with a 
net $190 million under a one-year Standby to help Sudan implement far- 
reaching economic policy reforms. In 1983 Sudan received $148.6 million. 
In December Sudan and the IMF signed a Letter of Intent for a 1984 
Standby. Relations between the IMF and Sudan have often been strained 


but improved markedly in the second half of 1983 as Sudan's reform program 
gathered momentum. 


Sudan also receives considerable financial assistance from other quarters. 
In a special donor's conference convened in January 1983, Sudan obtained 
pledges for roughly $740 million ($440 million balance of payments support 
and $300 million project assistance) from Western industrialized and Arab 
nations. During the course of the year, the Saudis augmented their contri- 
bution by supplying Sudan with crude petroleum. At the Paris Club meeting 
last February official creditors rescheduled $500 million of debt due in 
1983, obliging Sudan to pay only $20 million. Private creditors of the 
London Club rescheduled interest and principal by accepting $30 million of 
$76 million due that year. Sudan will negotiate similar rescheduling with 
those organizations in 1984. 


Economic Prospects: Even assuming further improvement in the productive 
economy, Sudan will face economic difficulties throughout the 1980's. 
Continued increases in export income, lower imports, and oil production 
will reduce but not eliminate Sudan's burden of debt and balance of payments 
gap. 


As an agricultural’ exporting nation, Sudan's prospects next year hinge on 
world crop prices. For the next year or two the situation looks brightest 
for cotton, livestock, and sugar. Good cotton prices for 1984 have 
encouraged farmers to expand acreage. Production may equal old peaks and 
result in a substantial increase in export earnings. Assuming trends 
continue, livestock returns should also rise significantly. Another major 
outbreak of rinderpest, however, could spell disaster for livestock exports. 
Sudan should become self-sufficient in sugar in two years, thereby saving 
around $50 million in imports. 


For sorghum, groundnuts, and sesame the prospects are unclear. Low prices 
over the past two years have depressed production. Given Sudan's vast 
capacity for these crops, however, an upturn in world markets would quickly 
lead to concomitant increases in local production and revenue. Gum arabic 
is a steady hard-currency earner, but environmental constraints and 
deforestation prevent significant increases in production. 


A new prospect for Sudan is oil. In September Snaprogetti of Italy was 
selected to build an 826 mile pipeline from Chevron's oil fields near 

Bentiu in central Sudan to a Red Sea terminal for export. The pipeline will 
have an initial capacity of 50,000 bpd but can be increased to reach 100,000 
bpd. The project will cost about 800 million dollars and should be completed 





by mid 1986. In the meantime, Chevron will pursue exploration con- 
centrating along the route of the pipeline. Total (in partnership with 
Marathon) and Sun Oil are still conducting surveys and plan to commence 
exploratory drilling in 1984. 


Sudan's oil represents an important contribution to the country's 
strapped finances but is no bonanza. Current reserves are estimated at 


300 million barrels. Netyearly oil revenues for Sudan will probably start 
around $150 million. 


Another project that will enhance Sudan's prospects is Jonglei, a 209 mile 
canal being constructed in the South and due for completion by June of 1985. 
A joint project between Egypt and Sudan with EEC support Jonglei Canal will 
boost agriculture in both countries by increasing the Nile's water yield. 


Implications for the United States: Relations between the United States and 
Sudan are close and friendly. This reflects a general convergence of views 
between the two governments on many international issues and U.S. recog- 
nition of the constructive role Sudan plays in Africa and the Middle East. 
Hence, levels of economic and military aid are high, with Sudan being the 
second to Egypt as a beneficiary of U.S. aid in Africa. In FY 84 economic 
assistance will amount to approximately $220 million and military aid $46.5 


million. This level of economic aid is likely to be maintained into the 
near future. 


Economic relations between Sudan and the United States are limited by Sudan's 
economic problems, our competitive agriculture and distance. Foreign 
exchange difficulties, transportation bottlenecks, power outages, dearth 
of skilled labor, and red tape complicate operating a business in Sudan. 
There are about ten American direct equity investors in Sudan whose 
average investment--excluding petroleum--is around $3 million. Around 15 
American exporters maintain resident managers, and approximately 11 U.S. 
banks have extended major loans. By far the largest U.S. activity here is 
petroleum exploration where Chevron and its American contractors have 
invested over $700 million. Citibank has an active branch in Khartoum and 
Chase Manhattan a resident representative. 


Trade Prospects: Sudan represents a near-term shrinking import market with 
some excellent long term potential. The 178% increase in the value of 
imports between 1979 and 1982 stemmed largely from worldwide inflation-- 
particularly petroleum price increases. Except for consumer goods, import 
volume during that period declined steeply. With this year's ban on 39 major 
consumer imports, the decline in import volume intensified. The downward 
trend in volume and value may continue for some years. In 1982 the U.S. 
market share dropped to 9.6% from the 10.5% average of recent years. Pre- 


liminary figures for 1983 (the first quarter) indicate this share may have 
slipped to 62. 


U.S. exports to Sudan are usually led by wheat flour, which in 1982 accounted 
for 38% of the total, followed by machinery and equipment (37%), and manu- 
factured goods (9%). American products and services enjoy an excellent re- 
putation in Sudan, and are in high demand. The best prospect for capital goods 





focuses on agriculture where substantial financing is being made available 
for Sudan's large projects; tractors, plows, harrows, cultivators, 
harvesters, pumps and water drilling equipment, and earthmoving machinery 
will be needed in large quantities. Projected Arab investment in rehabili- 
tation of the sugar sector will create demand for cane harvesters and other 
sugar field equipment. Significant expansion is also anticipated in oil 
seeds processing and crushing, Sudan's healthiest industries. As transporta- 
tion improves small to medium size agricultural processing units should hold 
great promise for Sudan with its nearby international markets. Given the 
unreliability of railroad and river transport, the current boom in heavy truck 
sales should continue indefinitely. The $800 million pipeline project will 
generate large orders for construction, oil field, and dock equipment. 


Good prospects also exist on the service side for consultants, and design 
and engineering companies. To receive tenders, such firms should register 
with the Project Preparation Unit, Box 8147, El Amarat, Khartoum, Sudan. 


The most important factor in export sales to Sudan is concessional financing. 
A number of sources exist: 


American Aid Sources: The Commodity Import Program, set at $120 million 
for FY 84, will finance the import of wheat, tallow, spare parts, electrical 
equipment, pumps, pharmaceuticals, chemicals, and industrial imports from the 
United States. The PL480 program will finance $51 million of wheat and wheat 
flour. Further, the U.S. will make $46.5 million available for the purchase 


of military and related equipment. 


IBRD: In 1982/1983 IBRD disbursements to Sudan totalled $92 million. 
The World Bank hopes to maintain this level of assistance into 1983/84 but 
is having trouble with replenishments from member countries. IBRD projects 
are tendered internationally and offer solid prospects for U.S. firms. The 
IBRD is considering $170 million for the continued rehabilitation of Sudan's 
large agricultural schemes. 


Arab Sources: Saudi Arabia, the Abu Dhabi Fund, Kuwait and the Kuwaiti 
Fund, the Arab Monetary Fund, the Arab Fund for Social and Economic Develop- 
ment, the Islamic Development Bank, and the Arab Authority for Agricultural 
Investment and Development in Africa represent major sources of concessional, 
untied financing. Arab funds will be available for virtually every facet 
of economic activity including agriculture, communications, textiles, and 
transport. Private Arab investors are also quite active in Sudan. 


Nonconcessional financing is very difficult to obtain. Export-Import Bank 
financing and guarantees are not currently available for Sudan, and the 
Overseas Private Investment Corporation's investment portfolio is small. 
Foreign bank credit is exorbitantly expensive because of Sudan's poor credit 
rating. Local financing is hampered by tight credit restrictions and an 
official foreign exchange rate that overvalues the pound. Nevertheless, 
the reputation of American goods and services is so strong here that demand 
is very high. Enterprising Sudanese firms manage to obtain financing from 
their export earnings or expatriate sources. In essence, the key to sales 
to Sudan is a good local contact. Though foreign firms are not required to 
appoint a local agent, having one is highly recommended. The Economic/Com- 





mercial Section of the U.S. Embassy in Khartoum maintains extensive files on 
Sudanese firms and can help in selecting one. 


Information on trade opportunities in the Sudan is available from a number of 
sources. The Economic/Commercial Section reports regularly on significant 
tenders and trade opportunities. Copies of these reports are sent to U.S. 
embassies in Athens and Nairobi in addition to Washington. USAID and the 
Department of Commerce regularly publish information on commodity procure- 
ments and World Bank projects. Two U.S. banks have a presence in Khartoum-- 
Citibank, N.A., (branch) and Chase Manhattan (Liaison Office). Finally, the 
Sudan-U.S. Business Council, which maintains offices in Washington, D.C., at 
the U.S. Chamber of Commerce, is a good source of information. 


Investment Climate: The Sudanese Government officially welcomes and encourages 
foreign investment as part of a general policy of encouraging an expanded role 
for the private sector in the country's development. The 1980 Investment 
Promotion Law provides a uniform code applicable to foreign and domestic inves- 
tors. The law guarantees the right to repatriate profits and dividends and 
establishes a range of incentives, including tax holidays, which may be 

granted to investors. The Secretariat General for Investment in the Ministry 
of Finance and Economic Planning coordinates government approval of invest- 


ment proposals. It takes between two to three months to obtain an investment 
license. 


Politically, Sudan represents a relatively stable environment. The 
present government, characterized by a durable, military-based executive, 
has been in power 14 years and is increasingly inclined toward pro-Western 
and free market policies. During 1983, however, the intensification of 
cultural and political differences between the Muslim north and Non-Muslim 
south introduced an element of instability. Given the importance of pro- 
jects in the south such as the petroleum pipeline and Jonglei Canal, the 
resolution of differences between north and south is a high priority. 


Overall, Sudan's investment climate must be rated difficult but with relatively 
good long term potential. Foreign exchange difficulties, poor infrastructure, 
shortages of skilled labor, and a large bureaucracy are major impediments. 
Nonetheless, a number of immediate prospects exists, and several American 
companies are operating profitably here now. As Sudan's economy improves, 

the country's vast potential will become more attractive to U.S. business. 
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